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Traditions Out-Worn in Fact 


By JOHN STEVEN McGROARTY 


Author of “Th isston Play” 


an Early History of the Ca 


LOS ANGELES OFFICE 
935 Valencia Street 


One day I stepped out of an auto- 
mobile in a quiet residence street of 
Los Angeles and stood face to face with 
the offices of a nationally known firm 
of accountants. 

Well, sir, I there and then experienced 
most the queerest sensations I have ever 
known. 

It was much the same feeling as though 
I had met a brass band in a cloister, or 
as though I had been away a thousand 
miles in the woods and had suddenly 
come upon a modern factory going full 
tilt. 

What drove them out here to this 
quiet spot away from their high stools in 
the marts of the roaring town? I asked 
myself in deep quandary. 


To be sure, they call themselves 
“accountants,” I said. But, it is the 
way of the world to seek for high titles. 
Is not every school teacher now called 
“professor,” and every preacher called 
“doctor,” and even a barber shop pro- 
claiming itself as a “‘tonsorial parlor.” 

To me, a bookkeeper had always been 
a bookkeeper—simply that and nothing 
more. A bored, blasé person sitting all 
day on a high stool with inked fingers 
making double entries in a ledger, and 
often working half the night to find the 
two cents that throw a trial balance out 
of whack. 

Well, it seems that this was my day 
to rid myself of some traditions that are 
out-worn in fact, but which still had 




















THE RECEPTION HALL 


Looking Upstairs to the Staff Rooms. Steno- 
graphic Departments and Information Counter 
to the Left 


their hold on me and cling to countless 
thousands of my fellow men absorbed, 
like myself, in only the immediate con- 
cerns of our own lives. It was my day 
Lo learn. 

Valencia Street, where I found myself, 
is well out in the western section of Los 
\ngeles. Business has yet to tind the 
way to it. Folks who toil in the town 
have their homes on Valencia Street and 
on other streets like it. It is a sedate 
and a restful street. 

The house at which I alighted from 
the automobile was the typical town 
residence. A lawn in front of it, 
shrubs and a palm tree. 
that some knowing man and his wife 
had builded and comfort. 
No doubt children had been born in it. 
Neighbors and friends had often gathered 
there for visits and little evening parties. 
It was a house that invited you in. 
The front door had the familiar glass 


some 
A gabled house 


for peace 
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plate in it, and upon this, to my vast 
amazement | 
legend: 


saw gold-lettered, this 
KLINK BEAN & Company, 
\ND 
LYBRAND, Ross Bros. & MONTGOMERY 
Accountants and Auditors 

Well, sir, you could have knocked me 
down with a feather, as the saying is. 
Bookkeepers, accountants, auditors— 
here! Had the world turned upside 
down? 

I shall go in, I said, and run this 
strange adventure down. In I must go 
or wander the rest of my days on earth 
a victim of an _ unsatisfied curiosity. 
I must see these unusual folk who have 
wandered to this quiet street with their 
journals and ledgers, their ink pots and 
folios. Fish out of water were nothing 
in comparison to them. 

No white-capped house maid came to 
meet us at the threshold. Instead, a 
tall urbane man, spick and span in 
business clothes, stood there to greet us. 





A CORNER 
As Seen from 


OF THE LIBRARY 
the Stenographic Department 
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As Seen from the Front Hall 


He fitted in quite 
sign on the door. 


consistently with the 

Yet, there was the 
house inside, its vestibule, the living 
rooms, the ‘“‘den” for the master, and 
visions of the pantry and the kitchen 
beyond, and the stairway leading up to 
the sleeping apartments. 

Now, I am frank to say that my first 
impression not a pleasant 
Here is what was once a home, I thought 
—a home that has been turned out of 
doors, evicted, to make way for a cold, 
calculating accountancy shop. And it is 
not good to see homes disappear. That's 


Was one. 


a good deal what’s the trouble with the 
world—home is not 
that it used to be. 

But, I had all these misgivings for 
nothing, as far as the present adventure 
was concerned. 


What I 


the revered thing 


found, in the end, was that 








one kind of a home had merely given 
way to make place for another kind of 
a home. For, that is just exactly what 
this house at 925 Valencia Street, Los 
Angeles, California, had now really come 
to be—a home for a highly skilled, 
trained, scientific organization of expert 
accountants whose activities cover the 
continent. 

The house had not changed 
hardly at all. It had been renovated 
and refurnished, and only slight altera- 
The 
living rooms are now executive offices, 
the sleeping apartments upstairs remain 
just the same, only with desks instead 
of beds in them. The pantry a store- 
house for stationery. The kitchen was 
left intact for the stenographers and 
typists to use at their mid-day lunch- 
which the summer 


been 


tions made in it, here and there. 


eons are eaten on 
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MANAGER’S OFFICE 


Looking from the Front Hall and with a Vista of 
the Library Beyond 


porch; 
fornia. 

The only real intrusion was a vault 
built into the rear of the house. And 
this, of course, was something that could 


And I 


and it is always summer in Cali- 


not be avoided. 
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science, a high profession, and, I might 
even say, an art. 

The accountant is no longer simply a 
maker of trial balances; he is a business 
expert, the physician of business, an 
analyst—the seer and the prophet of 
business. 

Wherefore, if the accountant be all 
this—which he is, and more—I can see 
how these folk in Valencia Street veered 
logically to the place where I found them. 

From the marts, the counting rooms, 
the shops and everywhere else where 
they secure their data, these experts 
come here to this quiet house in a quiet 
street, in an ideal environment far from 
the clamor and hurly-burly of the roaring 
town, to make their deductions and 
arrive at conclusions in the working out 
of the problems they have in hand. 

It seemed to me, when it had all 
dawned upon me, that I had never 


beheld wisdom at finer display. 

And, best of all, I was convinced that 
I had fraternized with men and women 
whose physical and mental health would 
be spared and who would not break 
down with nervous prostration under the 
strain of their tasks. 





got the impression _ that 
the accountants were 
really sorry that it had to 
be done. 

Well, well, it was indeed 
a revelation; and I went 


Also | 


away inspired. 


gained much profitable 
knowledge. pleasant to 
know. 

In the first place, I 


learned during my visit 
to the house to what great 
heights accountancy has 
achieved; how the old 
trade of mere bookkeep- 
ing has now become a 
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An Examination of the Federal Income Tax 
Laws in Particular Reference to 
Record Keeping 


By RICHARD 


11z-GERALD 


(Manager, Detroit Office) 


| propose first to examine the statutes, 
aw and regulations for requirements in 
regard to records and books of account 
and then to proceed to what you will un- 
doubtedly consider more interesting and 
important features. The time at my dis- 
posal is brief and I intend to touch only 
yn the more outstanding points and in 
the briefest manner possible. 


RECORDS—REQUIREMENTS OF THE LAW 


The provisions of the law regarding 
records and accounts are indefinite and 
the Treasury regulations inconclusive. 
The Acts of 1918, 1921 and 1924 and the 
admin‘strative regu'ations accompanying 
these statutes are alike in this respect. 
The 1917 law and previous acts make 
scant if any reference to accounting pro- 
cedure or methods. 

Section 212 (b) of the 1924 Act has 
this provision: 

The net income shall be computed 
n accordance with the method of accounting 
ularly employed in keeping the books of such 


axpayer; but if no such method of accounting 
has been so employed, or if the method employed 
does not clearly reflect the income, the com 
putation shall be made in accordance with such 
method as in the opinion of the Commissioner 
does clearly reflect the income. da 








Apparently the Commissioner is given 
power to reject the results shown by the 
accounting procedure of the taxpayer but 
is not authorized to require the adoption 
of a different or any accounting system. 

In other words he may require the tax- 
payer to prepare the tax return on a basis 
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aper read before the Detroit Chapter of 
the National Association of Cost Accountants. 


different from the books of account but 
he may, not require him to change his 
accounting methods. 

Article 24 of Regulations 65 has this 
provision: 


“Art. 24. Methods of accounting. It is 
recognized that no uniform method of account- 
ing can be prescribed for all taxpayers, and the 
law contemplates that each taxpayer shall adopt 
such forms and systems of accounting as are in 
his judgment best suited to his purpose. Each 
taxpayer is required by law to make a return of 
his true income. He must, therefore, maintain 
such accounting records as will enable him to do 


SO 


It is evident that the Treasury con- 
siders taxpayers morally if not legally 
bound to maintain accurate and ade- 
quate accounting systems as witness the 
statement: 


eA ach taxpayer is required by law 
to make a return of his true income. He must, 
therefore, maintain such accounting records as 
vill enable him to do so.” Art. 24, Reg. 65. 


Section 1002 (a) of the Act of 1924 has 
the following provision: 


“Sec. 1002. (a) Every person liable to any 
tax imposed by this Act, or for the collection 
thereof, shall keep such records, render under 
oath such statements, make such returns, and 
comply with such rules and regulations, as the 
Commissioner, with the approval of the Secre- 
tary, may from time to time prescribe.” 


Article 1321 of Regulations 65 has this 
to say in regard to the foregoing provi- 
sion of the law: 


. . . As an aid in assessing and col- 
lecting the tax the Commissioner may require 
any person liable to tax to keep specific records, 
render under oath such statements and returns, 
and comply with such rules and regulations as 
the Commissioner with the approval of the 














Secretary may prescribe. In accordance with 
this provision, every taxpayer carrying on the 
business of producing, manufacturing, pur- 
chasing, or selling any commodities or merchan- 
dise, except the business of growing and selling 
products of the soil, shall for the purpose of 
determining the amount of income under the 
Revenue Act of 1924 keep such permanent 
books of account or records, including inven 
tories, as are necessary to establish the amount 
of gross income and deductions, credits, and 
other information required by an income tax 
return. > 


This is substantially everything of im- 
portance the law and the regulations 
contain in regard to records and books of 
account. 

It might appear from Section 1002 (a 


that the Commissioner has absolute 
power to require the taxpayer to keep 
such records and maintain such an 


accounting system as the Commissioner 
may prescribe. This is, however, not so 
in the opinion of this writer for the 
following reasons: 

First; under the legal rules of interpre- 
tation statutes must be read as a whole. 
Reading Sections 212 (b) and 1002 (a) 
as well as other pertinent provisions of 
the statute together, it becomes evident 
that Congress intended to clothe the 
Commissioner with full powers to adopt 
any method of computation he saw fit in 
arriving at the taxable income of a tax- 
payer and that it did not intend that he 
should meddle beyond this in the tax- 
payer’s business. 

Second; no penalty is imposed for the 
violation of Section 1002 (a). If this were 
intended to be a mandatory provision it 
is inconceivable that Congress would 
have failed to provide a penalty for its 
violation. The penal provision in Section 
1017 (a) applies only where it can be 
shown that records were deliberately not 
kept for the purpose of evading the tax 
and under the rules of criminal procedure 
it would be difficult if not impossible to 
enforce this provision. I venture to say 
that no attempt has ever been made or 
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ever will be made to enforce it for such 
a cause. 

Third; 
tion as 


there is a constitutional ques- 

to whether Congress has the 
power to provide a penalty for a blanket 
offense, the nature of which is to be 
described in detail by an officer of the 
executive department of the government. 
This is a delegation of a legislative func- 
tion to the executive department, a 
power Congress does not possess. 

Fourth and final; the Commissioner 
has full right of examination of records, 
papers, books of account and documents 
and of individuals under oath and has 
absolute power of assessment. The tax- 
payer has the burden of proof and may 
resort to the courts only after he has 
paid the full amount of the tax assessed. 

The courts have consistently held that 
books of account and records are in 
themselves only presumptive evidence of 
taxable income, as witness the following 
decisions: 

** A system of bookkeeping will not justify the 
government in claiming taxes, nor will it justify 
the taxpayer in claiming exemption from taxa- 


tion. The facts must control.’ (Southern 
Pacific Railroad Co. vs. Muenter, et al., 260 
Fed. 837.) Dec., 1919, Cum. Bull., p. 216. 


“The only thing done was to put upon the 
company’s books an expression of expert 
opinion that certain property was worth a 
certain sum, and this can hardly be said to be 
income, or even gain, in any proper sense. The 
company could not become either richer or 
poorer by making a few book entries that merely 
recorded a new estimate of how much it was 
worth.” Baldwin Locomotive Works vs. 
McCoach, 221 Fed. 59.) 

“Such books are no more than evidential, 
being neither indispensable nor conclusive. The 
decision must rest upon the actual facts, which 
in the present case are not in dispute.”’ (Doyle 
vs. Mitchell Bros. Co., 247 U. S. 179.) In the 
court below (Mitchell Bros. Co. vs. Doyle, 225 
Fed. 437) the court said: ‘“‘ Mere bookkeeping 
entries cannot preclude the Government from 
collecting its revenues, nor are such entries 
conclusive upon the taxpayer, The 
bookkeeper creates nothing, his methods, figures, 
and records must yield to proven and estab- 
lished facts.” 

“The net income of a corporation subject to 
the excise tax is not to be determined by book- 
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keeping 
( 


facts, but by real facts. U.S. vs 
uggenheim Exploration Co., 238 Fed. 231. 
‘The decisions under the Excise Tax Law and 
der the Income Tax Law are uniform to the 
ffect that the government cannot base a claim 

r taxes on mere bookkeeping.” Forty Fort 
Coal Co. vs. Kirkendall, 233 Fed. 704 


It would, therefore, seem that neither 
the Congress, the courts nor the Treasury 
Department are showing a disposition to 
regard accounts and records as the one 
conclusive medium through which tax- 
able income may be determined. While 
this is unfortunate it is nevertheless true 
that the income tax laws and Treasury 
regulations are in the main sound from 
an accounting standpoint, and as time 
goes on must so profoundly affect ac- 
counting methods and practice as to give 
rise to a condition where on all sides 
people will, in ful reliance, predicate 
action on accountants’ reports. 


; RIGHT OF EXAMINATION 
It should be noted that the taxpayer 
is fully protected against constant and 
annoying supervision and scrutiny of his 
affairs by the Commissioner. The Trea- 
sury Department may examine a tax- 
payer’s accounts and tax returns only 
once for each year and may not make a 
reexamination unless requested to do so 
by the taxpayer or “unless the Com- 
missioner, after investigation, notifies 
the taxpayer that an additional inspec- 
tion is necessary.’’ Where fraud is shown 
to exist the Treasury may reexamine 
\ without permission from the taxpayer. 


TAXABLE INCOME 


\lthough the provisions of the law are 
not mandatory in regard to account 
keeping, it is prudent to keep a very 
complete, clear and concise record of all 
transactions and of the data and pro- 

: cesses employed in arriving at taxable 

| income as disclosed in the tax return. 
At the time the return is made up the 

data and computations are all clear and 





M.S OU ENA 








L 7 


has in mind the 
exact interpretation put on each item 
and his reasons for doing certain things 
in a certain way, but two or three years 
later when explanations are to be made 
to a revenue agent, relying on memory 
alone one is quite likely to suffer the 
embarrassment of a difficult situation, as 
the taxpayer has the burden of proof 


understandable, one 


and must show that his figures are 
correct. 
Cash vs. Accrual Method: Taxable in- 


come may be computed on either a cash 
basis or on accrual basis, except that in 
the case of merchandising and manu- 
facturing businesses the use of inven- 
tories is mandatory. Under the accrual 
method there is no fixed rule as to how 
such items as unexpired insurance pre- 
miums, expenses paid in advance, and 
other deferred items of charge or credit 
are to be handled; you may either 
charge them off or carry them forward, 
but you must be consistent in the 
method used. If the taxpayer elects to 
use the cash method he may not with- 
hold from gross income a reserve for any 
future losses. This thought is expressed 
in the following decision of the Board of 
Tax Appeals: 

‘Cash receipts and disbursements basis pre- 
cludes accrual (and deduction) of estimated 
items of expense. The Board of Tax Appeals 
holds that a paving contractor making his return 
on a cash basis and receiving the full contract 
price upon completion of the construction work 
may not withhold from gross income a reserve 
of a portion of the price received estimated to be 
the amount required to fulfill his contract 
obligation (for which he is bonded) to maintain 
the pavement in good condition for five years 
after its construction. 1918 Act. (Appeal of 
Consolidated Asphalt Company, 1 B. T. A.-.)” 


) 


Gross Income and Net Income: The 
taxable income is defined by the law to 
be the gross income less all ordinary and 
necessary expenses and it substantially 
coincides with net income as ordinarily 
understood in accounting. The Supreme 











Court of the United States defines gross 
income as follows: 

‘* Income may be defined as the gain derived 
from capital, from labor, or from both combined 
prov ided it be understood to include the prot 
gained from the sale or conversion of capital 
é Kisner vs. Macomber, 262, 


assets ‘ 
United States 189 

Ihe law gives in detail the allowable 
deductions which are nothing more than 
what the accountant ordinarily deducts 
in arriving at net income, except in the 
case of depletion of natural resources and 
a few other items of minor importance 
which are not dealt with in a way that 
the accountant ordinarily handles such 
items. I shall have more to say about 
these hereafter. The law goes on to list 
in detail and 
these are of such a nature that, with a 
little thought, nobody with the skill that 
you gentlemen possess would think of 
deducting them. 

[t is worthy of note that life insurance 
premiums paid on the life of an officer 


unallowable deductions 


or employee by a corporation are not 
deductible where the corporation is the 
beneficiary. 

Contributions are not deductible by 
corporations unless they are of such a 
nature as to bring some betterment to 
the corporation, such as to a hospital 
serving the employees. 

Losses in illegal transactions are not 
deductible. This means losses sustained 
in conducting an enterprise contrary to 
the laws of the state in which the tax- 
payer is domiciled or doing business, or 
contrary to the laws of the United 
States. In the case of a corporation it 
does not mean an ultra vires act. 

Section 214 (a), paragraph 6 of the 
law provides for deduction of losses sus- 
tained through fires, storms, shipwreck 
or other casualty, or from theft. The 
Treasury Department in interpreting 
this provision in the case of an individual 
has held that the loss of a ring or damage 
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toa pleasure car in an accident not due to 
an ‘‘act of God” are not deductible losses. 


INVENTORIES 


The crucial difference between th 
cash and accrual methods of accounting 
is the inventory, and as we all know cost 
accounting is merely an extension of thé 
general accounting system to account for 
the elements of inventory value in a more 
precise, specific and detailed way. This 
is perhaps not an inclusive enough detini- 
tion of cost accounting, but it will serve 
our purpose here. 

Although the regulations specifically 
recognize book inventories, the Treasury 
Department and the courts will regard 
an actual physical inventory as a more 
conclusive proof of the 
values than any results produced by a 


existence of 


cost accounting system, no matter how 
complete and accurate. 

The basis.of valuation of inventories, 
according to the text of the Act, must 
conform as nearly as may be to the best 
accounting practice in the trade or busi- 
ness, and it must clearly reflect the 
income. The most commonly used bases 
of valuation, as used by the Department, 
are cost, or cost or market, whichever is 
lower. 

Article 1612 of Regulations 65 pro- 
vides that clear and legible inventory 
records shall be kept; that inventories 
shall be properly computed and sum- 
marized, and that they shall be available 
for inspection of the Commissioner of 
Internal Revenue. 

Although, as I have already stated, 
book inventories will be accepted as 
evidence, they must be maintained in 
accordance with sound accounting prac- 
tice, and the regulation goes on to add 
that a physical inventory should be 
taken from time to time and adjustments 
made in the records. 

Where a book inventory had been used 











‘several years and a physical inventory 
the 
ventory, the taxpayer was allowed to 


lisclosed an excess over book in- 


spread the excess back over the two years 
i between inven- 
While 


freasury rulings deal with the converse 


tervening physical 


tories. none of the published 
} situation, that is where after an interval 

of two or more years a physical inventory 

discloses a shortage, it is obvious that 
would the 
shortage over the period intervening be- 
tween phys cal inventories. If the book 
inventories 


justice require spreading 


income 
could not be correctly determined with- 
out proper adjustment. 


were incorrect, net 


In valuing articles in the inventory 
where the cost is below the market, the 
lots may be priced at their actual cost if 
they can be identified, otherwise it will 
be assumed that the articles on hand are 

' the most recently purchased. This is a 
quite important provision in a rapidly 
rising market. It is unusual in my ex- 
perience to find any records that will 
show which first. For 
instance, a factory purchases a dozen 
lots of steel bar stock and uses from this 
for its production from day to day. There 
s no way of telling from the records to 


lots were used 


which lot the bars remaining on hand 

belong. In well regulated stockrooms 

you will find bins into which this stock 

is put, the more recent lots being piled 

on the older lots as they are received. 

\ The ends are then painted and they 

withdraw from the top for production. 

Under such circumstances, it might be 

possible to use a photograph of the bins 

| as a record indicative of the particular 

lot in which the stock hand 
purchased. 

It is a very good thing to keep com- 

plete records of inventories and complete 


on was 


details as to how prices, etc., were arrived 
' at—at least until after the revenue agent 
has completed his examination. 
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The Treasury Department is both 
reasonable and practical in this matter 
of inventories; in a case where an in- 
ventory was erroneously priced through- 
out at market, there were thousands and 
thousands of items and the cost of 
pricing it would have been very great, 
hundred representative items 
were taken and a formula was worked 


re- 
several 


out leading to the average percentage at 
which the inventory was overpriced. 
The inventory was reduced by this per- 
centage and the Treasury Department 
accepted the computations as a basis for 
assessment. 

The regulations provide that manu- 
factured artic'es and work in process 
shall be valued at the cost of raw materials 
and supplies, plus the expenditures for 
direct labor, plus indirect expenses inci- 
dent to and necessary for the production 
of the particular article, and included in 
indirect expens’s must be a reasonable 
proportion of management expenses, but 
not the cost of selling or a return on 
capital whether by way of interest or 
profit. I want you to note here that the 
Treasury Department is on record that 
interest on investment is no part of the 
cost of production. 

This element of indirect expense or, as 
I prefer to call it, burden in valuing an 
inventory may prove troublesome and 
schedu'es showing in detai the 
ratios applied were determined should 
be always available. Burden ratio should 
be determined from actual figures ap- 
pearing on the records and schedules 
showing burden ratio computations 
should check to the records. It is a large 
question as to whether the Department 
can ever be induced to recognize unab- 
sorbed burden, in view of the option 
allowed taxpayers to price inventories at 
cost or market. 

The general theory of valuation for 
inventories which the Treasury Depart- 


how 












































ment has accepted is the price that a 
willing buyer will pay a willing seller. 
In other words, there must be a free 
market, and on this theory such items as 
parts carried on hand for past models of 
an automobile need not be valued at pro- 
duction cost. Under the retail method 
of valuation, recognized in the case of 
department stores, the sales price less 
gross write-up percentage is the inven- 
tory value. Obsolete models in clothing 
and spoiled merchandise may be valued 
Where 
the sales price is less than the production 
cost, articles may be valued at market 
less selling cost. The following provision 
is worthy of note: 


at market less selling expense. 


“Inventories of miners and manufacturers. 
\ taxpayer engaged in mining or manufacturing 
who by a single process or uniform series of 
processes derives a product of two or more kinds, 
sizes, or grades, the unit cost of which is sub 
stantially alike, and who in conformity to a recog- 
nized trade practice allocates an amount of 
cost to each kind, size, or grade of product 
which in the aggregate will absorb the total cost 
of production, may use such allocated cost as a 


basis for pricing inventories, provided such 


allocation bears a reasonable relation to the 

respective selling values of the different kinds of 

product.”” (Art. 1617, Reg. 65 
DEPRECIATION 

Under the law a taxpayer is permitted 
to deduct each taxable year a percentage 
of the value of buildings, machinery, 
furniture and equipment employed in his 
trade or business which represents the 
proportion of its value used up in that 
year. 

The straight-line method of figuring 
depreciation seems to be the one in most 
general use, and also is the one favored 
by the Department. 

The Treasury Department has con- 
sistently refused to formulate any table 
of depreciation rates to be applied gen- 
erally; each case is an individual one. 
There is this to be said, however, that 
taxpayers have been treated fairly and 
reasonably in this matter; in fact, it is 
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my opinion that it is the one place where 
the taxpayer has secured a full measure 
of his just dues. 

Depreciation is a burden item and a 
proportion of it must be applied in the 
burden ratio in computing the value of 
inventories. 

Depreciation is computed on the 
cost price of the property or on the 
value at March 1, 1913. The value 
at March 1, 1913, is set up in the 
accounts by capital 
appreciation account and _ crediting 
capital surplus appreciation account. 
The portion of the depreciation applying 
to the appreciation is not carried into 
the cost of production, but is used on the 
one hand to reduce the capital apprecia- 
tion account, and on the other hand the 
surplus appreciation account. The regu- 
lations provide that property items shall 


charging asset 


be grouped according to rates of depre 
ciation and that such a record be kept as 
will readily permit of verification of the 
factors and items. 

The Treasury recognizes the special 
situation in which banks find themselves 
because of the regulatory laws under 
which their accounts are kept, and 
authorizes banks to keep duplicate sets 
of books with respect to buildings and 
equipment and the depreciation thereof; 
one set to comply with the state laws 
and one to which the revenue 
may check the tax returns. 

If, since December 31, 1917, a corpora- 


agent 


tion sold any of its capital assets to 
another corporation and the stockholders 
of the selling corporation were thereafter 
in control of 80 per cent of the stock of 
the buying corporation, the value of the 
property for the purpose of determining 
gain or loss or depreciation shall be the 
same as it would be in the hands of the 
transferror plus or minus any gain or loss 
recognized to the transferror in the year 
in which the sale was made. Where the 


“ 


ow 
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percentage of control is less than 80 per 
cent, the best opinion seems to be that 
the new corporation could claim deple- 
tion and depreciation allowances on the 
values of the property at the time of 
reorganization, even though such values 
might exceed the cost or March 1, 1913 
value to the predecessor company. 

Obsolescence: Obsolescence falls under 
the heading of depreciation and will be 
recognized where the taxpayer is able to 
show by affirmative evidence that he had 
good reason to believe that it would be 
sustained within a determinable time. 
If land on which buildings are situated is 
purchased and the buildings are to be 
used in the business for say four years, 
the value may be allocated as between 
the buildings and the land, and the value 
of the former may be charged off over 
the period of four years, if the buildings 
are to be razed at the end of that period. 
If it is determined to take down a factory 
building within a period of five years its 
value may be charged off over the period 
from the time when it was determined to 
take it down and the time is was actually 
taken down. The determination to re- 
move a building may be established by 
showing the plans, blueprints, contracts, 
etc., relating to the new building. If land 
on which there are buildings is pur- 
chased and the buildings are taken down 
immediately, the purchase price of the 
property is regarded as the value of the 
and, and the cost of removing the build- 
ings as part of the construction cost of 
the new bui'ding. 


DEPLETION 


The established principles of accoun- 
tancy are departed from in the provisions 
The owners of oil 
lands and mines are permitted to set up 
a discovery value which has no relation 
whatsoever to the cost of the property 
or the investment in it, but which is com- 


covering depletion. 


puted on mathematical formulae based 
on geologists’ opinions of the recoverable 
quantities of oil or the ore in sight. This 
provision first appeared under the 1918 
law and was continued in the 1921 law 
and, with certain modifications in the 
1924 law. Under the 1918 and 1921 laws 
it is conceivable, and it happened ‘n 
some instances, that the depletion 
charged off equaled the entire gross 
income. Under the 1924 law there is a 
| mitation on the amount that may be 
charged off as discovery value in any one 


year; it must not exceed 50% of the 
gross income. Under the 1921 !aw it 
could not exceed 100°, of the gross 


income. Under the 1918 aw the sky 
was the limit. There is no limit to de- 
duction of depletion on basis of cost. 

There appears to have been an 
economic reason for allowing discovery 
value in the case of petroleum properties. 
During the war the government, wishing 
to encourage the search for oil, and to 
attract capital to petroleum properties, 
took this means of minimizing the tax on 
the income from oil properties and in 
this way making such investments 
attractive. The mining people succeeded 
in securing advantage for themselves of 
this provision. The owners of oil and 
mining properties acquired prior to 
March 1, 1913, are bound by value at 
that date unless they can show subse- 
quent discoveries, or unless the original 
cost was higher than March 1, 1913, 
value, in which event, cost is used as a 
basis for depletion allowances. 


3AD DEBTS 

Under the 1918 and all prior laws tax- 
payers were allowed to charge off only 
actual bad debts in the year in which 
they were ascertained to be worthless. 
Under the 1921 and 1924 laws, reasonable 
reserves for bad debts may be set up, and 
the Commissioner is given power to say 
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in this regard what is reasonable. Also, 
the uncollectible portion of debts ascer- 
tained to be worthless in part may be 
charged off. 

If the reserve method for computing 
bad debts is used, all debts, when they 
are found to be 
charged against 


worthless, must be 
the and the 
reserve at the end of each year is brought 
up to an amount estimated to be 
sufficient to cover any losses that may 


reserve, 


be sustained on accounts then open on 
the books. 

[he taxpayer had an option in the 
year 1921 under the law of that year to 
elect to charge off actual bad debts as 
they were ascertained to be worthless or 
to adopt the reserve method. He is 
bound by his election and if he wishes to 
change now he must obtain permission 
from the Commissioner. 


EXCHANGE OF PROPERTY 

Section 202 (c) of the 1921 law pro- 
vided that no gain or loss is recognized 
from an exchange of property unless the 
property received in exchange has a 
readily realizable market value. The 
1924 law contains the same provision 
although the wording is somewhat dif- 
ferent. According to Mr. Gregg of the 
Treasury Department, great difficulty 
has been experienced in administering 
this provision under the 1921 law. The 
Congress has made no change in the 1924 
law that will render administration any 
easier. A test as to whether a trans- 
action of this kind is closed and taxable 
is the answer to the question—Has the 
property received in exchange a fair 
market value? If the answer is ‘‘No” 
the transaction is not closed and is not 
taxable; if the answer is “Yes” the 
transaction is closed and taxable. There 
are certain exceptions to this rule enu- 
merated in Section 203 of the law. 
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CAPITAL GAIN OR Loss 

Individuals are taxed 1216°% on gains 
realized in the sale of capital assets pro 
vided the assets have been held for two 
years. Conversely, they may deduct 
only 12!5°% of losses sustained in the 
sale of capital assets. There is 
curious feature in this provision of the 
law which I shall illustrate as follows: 
If an individual owns a thousand dollar 
bond and sells it for one dollar he is 
allowed to deduct only 121° of the 
$999, whereas if he can show that the 
bond is worthless he is permitted to 
deduct the full thousand dollars at the 
regular tax rates. Many individuals 
and estates, proceeding on the theory 
that they have to establish a loss by an 
actual sale, are selling worthless secur- 
ities by auction, and in doing this are 
taking a tax deduction of only 1214°% of 
their losses when in fact they could 
deduct the entire loss from income other 
than capital gains. 


one 


INSTALLMENT SALES 

The Treasury Department will recog- 
nize as gross income in the case of install- 
ment sales the gross profit in the actual 
installments due and collectible in a 
given year. The taxpayer, if he had 
elected to use the cash or accrual basis, 
was bound by his election and could not 
change to the installment basis during 
the hgh tax years unless he secured per- 
mission from the Commissioner of 
Internal Revenue, and I, personally, 
know of no case where this permission 
was granted. Conversely, if the tax- 
payer had elected to use the installment 
basis he would have had to secure per- 
mission to change to the cash or accrual 
basis, but as during the high tax years 
this would probab'y have resulted in his 
paying a much higher tax, I doubt very 
much if there are many such applications 


on record. Concluded on page 23) 
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The Downtown Community House, Inc.” 


Many prominent men are connected with Mr. William Hamlin 
Childs’ Philanthropic gift to lower Manhattan. 


The Downtown Community House, 
Incorporated, which has been founded 
by Mr. William Hamlin Childs, a Direc- 
tor of The Merchants’ Association, with 
a gift of $250,000, has been placed in 
the ownership of a Board of Trustees. 


OFFICERS ELECTED 
From the membership of this Board, 
a Board of Directors has been chosen 
and these in turn have elected officers 
as follows: 
President—Mr. William Hamlin Childs. 
Vice-President—Mr. Chellis A. Austin, Presi 


dent of the Seaboard National Bank and head 
if the Bowling Green Neighborhood Association. 


Secretary—Mr. William Travers Jerome, 
formerly District Attorney of New York 
County. 


l'reasurer—Colonel Robert H. Montgomery 
of Lybrand, Ross Brothers and Montgomery. 

\ssistant Secretary and Treasurer—Mr. 
S. M. Corekin. 


BOARD OF TRUSTEES 
These officials, with the exception of 
Mr. Corekin, are trustees of the Down- 
town Community House, Incorporated. 
The other members of the Board are 
as follows: 


Mr. A. C. Bedford, Chairman of the Board 
of the Standard Oil Company of New Jersey; 

Mr. William Fellowes Morgan, former 
President of The Merchants’ Association of 
New York; 

Mr. Delos W. Cooke, Associate 
the Cunard Steamship Company; 

Mr. Samuel F. Streit, President of the Stock 
Clearing Association; 

Mr. Mortimer L. Schiff of Kuhn, Loeb and 
Company; 

Mr. Sam 

1 Sons; 


Director of 


\. Lewisohn, of Adolph Lewisohn 


“The above account, in Greater New York, of 
a philanthropic gift by Mr. William Hamlin 
Childs to further the welfare work of the Bowl- 
ing Green Neighborhood Association will be of 
interest to our readers because of Col. Mont- 
vomery’s connection with this association as 


treasurer. 





Mr. John McHugh, President of the 
anics and Metals National Bank; 

Mr. Charles G. DuBois, President of 
Western Electric Company; 

Mr. Charles Hayden, of Hayden, Stone and 
Company; 

Mr. Samuel .\. 
and Company; 

Mr. Marshall Iield, President of Glore, Ward 
and Company; 

Former Judge Morgan J. O’Brien, of O’Brien, 
Boardman, Parker and Fox; 

Mr. Hendon Chubb, of Chubb and Company; 

Mr. Gerard Swope, President General Electric 
Company; 

Mr. Darwin P. Kingsley, President New York 
Life Insurance Company; 

Mr. Arthur Sachs of 
Company; 

Mr. Richard Whitney, of Richard Whitney 
and Company; 

Mr. George B. Case, of White and Case; 

Mr. Seward Prosser, Chairman of the Board 
of the Bankers Trust Company; 

Mr. Amos L. Beaty, President 
Company; 

Former Governor Nathan L. Miller; 

Mr. Guy E. Tripp, Chairman of the Board of 
Westinghouse Electric and Manufacturing 
Company; 

Mr. Junius S. Morgan, Jr., of J. 
and Company; 

Mr. Elisha Walker, President of 
Company; 


Mech- 


the 


Fuller, of Kissel, Kinnicutt 


Goldman, Sachs and 


the Texas 


P. Morgan 


Blair and 


Mr. Albert G. Milbank, of Masten and 
Nichols; 
Mr. Louis J. Horowitz, President of the 


Thompson-Starrett Company. 
OTHER OFFICERS CHOSEN 
The Directors of the corporation, 
elected at a first meeting, are Messrs. 
Streit, Austin, Childs, Montgomery, 
William Fellowes Morgan, Cooke, Ful- 
ler, DuBois and Jerome. 
The Executive Committee will be 
composed of Messrs. Austin, Childs, 
Montgomery, Streit and Jerome. 


THe Community House 
Under the terms of the Childs gift, 


the Downtown Community House, In- 


(Concluded on page 17) 











Bk. B.S 


M.JOURNA 


L 


In a German Dining Car 


By E. ELMER STAUB 


The German at least eliminates the 
rush for the dining car and saves you the 
irksome wait for an empty seat which is 
unpleasant on American through trains. 
This he accomplishes through the me- 
dium of meal tickets calling for a specifi- 
cally numbered seat at the table; it also 
specifies the time for eating, such as 
12 noon, 1 p. m.* 
service 


There is no a la carte 
all table d’hote, thus assuring 
a minimum production cost, quick serv- 
ice and promptness in starting the meals. 

There’s no selection of food; all re- 
A soup, fish with po- 
tatoes or sometimes with salad, then a 
meat with potatoes and one vegetable, 
and a dessert sometimes of fruit or of cake 
with whipped cream. With the excep- 
tion of the soup, which is served ‘“en- 


ceive the same. 


tasse’’ the courses are served on huge 
trays, which are borne with much dignity 
on the part of the waiters, in blue uni- 
form, to each diner. 

Bread is not take its 
place, but they are not considered part 
of the meal and each one is charged for 
as an extra. Coffee is almost a luxury, 
because of high tax. At 


served; rolls 


hotels where 
‘Mokka” is served, it usually costs 25 
to 35 cents a small pot. Ordinary “bean 
cotfee,’’ made from barley, is usually 
An extra 
charge is always made for coffee and it 


served if “coffee is ordered.”’ 
is never considered as part of the meal. 

The question of ‘drink’ is met with 
at both the outset and at the close of a 
meal. Wines and mineral waters by the 
bottle are the usual preliminaries to a 
meal, and of course are extras. What 
a peculiar traveler seem to be, 
and how you are “eyed up” if you 


you 


*This plan is in use on the Pennsylvania 
Railroad Company’s ‘‘Congressional Limited” 
between New York and Washington.—Editor. 








fail to imbibe; you soon learn to seek re 
lief in acquiring the mineral water habit 

Many have 
essary for the uniformed dispenser of 


favorites, so it’s nec 


this course to balance a tray of small gob- 
lets on the palm of his right hand while 
he lovingly embraces a tray of bottles 
with his left arm. What a tray! Large 
bottles and small bottles, square ones and 
round ones, squatty ones and lanky ones, 
some with plain surfaces, others with dec- 
orative ones. And the table! Every color 
in the spectrum is represented, and in 
shades of every kind, several to the bot- 
tle. But every bottle is mounted with 
a silver cork. The ‘traveling American’”’ 
is known as this waiter’s best friend. 
Oh yes—the price. It’s cheap, only M 
3.60 (about 85 cents), for the meal. 
But the extras! Ah! it takes an ac- 
countant to calculate those! So an im- 
portant official, resplendent in his uni- 
form, and with moustache trained toward 
high heaven, with a book of account 
firmly grasped in his left hand, and a pen- 
cil in his right, makes the rounds, ask- 
ing each diner about “extras” 
Usually the extras run from 50 to 150% 
The 
bill prepared and delivered with a flour- 


those 
of the fixed price of the meal. 


ish, each gourmand proceeds to pay. 
Close on the heels of the accountant is 
the cashier, armed with a huge wallet in 
which he has leaves separating the various 
denominations of paper money, and with 
a plate for the small change. Quick asa 
flash the change is given you, but, being 
unacquainted with brasss money which 
looks like so many coat checks, you check 
it over leisurely—but it’s always right. 
But, move out quickly, for the waiters 
are clearing off and preparing for the 
next group of diners who are already up 
to the table. 
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Use of the Telephone in Business 


By J. C. 


lhe College of Business 


lssocitate Professor in 


The telephone, although one of the 
most useful and practical of inventions 
of this era, is a source of annoyance and 
trouble if used carelessly. With the idea 
that any telephonic errors existing in our 
organization may be eradicated, Mr. 
W. M. Lybrand has sent a copy of the 
above book to each of our offices, with a 
letter reading as follows: 

The telephone is so vital a factor in 
our day’s work, and it is so important 
an element in securing and 
clients, that any suggestions for increas- 


keeping 


ing the effectiveness of this service should 
It is with 
a feeling that you will appreciate such 
a timely book (called to my attention by 
Colonel Montgomery), that 
being sent to each office a copy of “Use 
of the Telephone in Business,” by J. C. 
Scammel, professor in the 
College of Administration of 
University. The deals 
with problems we all meet, and which 
have appeared at times to be impossible 
of solution. The book has a special 
appeal to an accounting firm for the 
that the nature of the service 
rendered by accountants makes for more 
points of contact between the clientele 
and the firm and its staff than is the case 
in the large industrial establishments 
where, usually, the customer reaches the 
business through a limited number of 
executives. 


receive earnest consideration. 


there is 


assistant 
Business 


Boston book 


reason 


The volume has created so much 
interest that it has inspired an article 
‘Number Please’) on the subject by 
Lawrence Dale (Commerce and Finance, 
January 7, 1925). The article is so good 
that some extracts from it are quoted. 
Mr. Dale cites the experience of an 








SCAMMEI 


tdministration of Boston University 


executive who read the book and then 
himself put his own telephone service to 
the test: 

He left his office, went down on the street to 
a telephone booth and called himself up by 
telephone. That is, he gave his firm’s number, 
and asked for himself. 

He got his number with fair promptness, but 
the private operator of the corporation informed 
him that Mr. Green was busy. He said that he 
would hold the wire. 

He held it patiently. Minutes passed. Noth- 
ing happened. It seemed impossible that Mr. 
Green should be busy so long. He tried flashing 
the receiver. The flash recalled the cen ral 
operator, not the corporation operator. Central 
informed him that he was ‘“‘connected.”’ He 
stayed connected with the vacuum for a while 
longer, then grew disgusted, hung up, inserted 
another nickel, and called the number again. 

This time, upon asking for Mr. Green, results 
were prompt. The line evidently was no longer 
busy—he was connected with Mr. Green’s 
stenographer. She evidently was a curious young 
lady. She desired to know who it was that 
wanted Mr. Green. Who? Who? 

He repeated his name three times, and she 
answered ‘‘Just a moment, please.’’ At the end 
of a moment he found himself talking to another 
voice—this time a man. It was obviously Mr. 
Green’s secretary. Yes, this was Mr. Green’s 
office. Who was it that wanted to speak to 
Mr. Green. Who? Who? Very sorry, 
but Mr. Green was not in. Did he wish to 
leave a message? 

He did not leave a message, but when he 
returned to his office he put a whole group of 
messages on paper. And after taking due counsel 
with some fellow officials, he revised the whole 
telephone system of the company. 

Now, when you call up that corporation, and 
find the desired extension busy, the private 
operator reports to you regularly every 30 
seconds on the condition of the wire. She is 
sorry, but it is still busy. Do you still want to 
wait, or will you leave your number so that 
Mr. Green can call you? 


* * * * 


Before Mr. Green reorganized his telephone 
reception rooms, so to speak, he made a thorough 
investigation. He discovered that not only was 
his telephone service costing valuable time—it 
was costing valuable friendliness on the part of 
customers. He found trace of incidents where 
the firm had actually lost business due to tele- 

Concluded on page 22.) 
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The L. KR. B. & M. 


Published by Lybrand, Ross Bros. and 
Montgomery, for free distribution to 
members and employees of the firm. 


Journal 


The purpose of this journal is to com- 
municate to every member of the 
staff and office plans and accomplish- 
ments of the firm; to provide a me- 
dium for the exchange of sugges- 
tions and ideas for improvement; to 
encourage and maintain a proper 
spirit of cooperation and interest 
and to help in the solution of com- 
mon problems. 
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Graphic Charts 

In the New York Times of December 
5, 1924, there appeared Secretary Mellon 
annual report of the Treasury Depart 
This report in itself was not at 
all unusual, but the worthy effort of the 
Times to bring to its readers at a glance 
the condition of the 
commended. 


ment. 


Treasury is to be 
There, side by side, were the 
figures and charts,—a staggering array 
skilled in them 
portrayed adequate information, but to 


a layman meant nothing. 


of figures, which to one 


Realizing the condition of the 
and the 


figures 
information buried within, the 
Times placed beside them two circular 
charts, 
Government 


the sources of the 
and the other the 
division of expenditures. In addition to 
these, two comparative charts 
showing Government receipts and ex- 
penditures for the years 1914 to 1924 
and _ relative 


the one giving 
receipts, 


were 


receipts from customs, 
income and profits taxes and miscellane- 
Here 
at a glance was the past year’s business 
and the business life of the nation for 
the last ten years. No layman, 
small may be his interest in govern- 
mental affairs, could pass by this ob- 
viously clear information on the stand- 
ing and activities of his government. 
Charts are a necessary adjunct to 
figures in the life of a layman. With the 
vertical and horizontal expansion of busi- 
ness, and the proportionate growth of 
detail, charts are becoming vital to the 
business man. 


ous revenue for the same period. 


however 


Accountants are realizing 
more and more that reports would be 
more advantageous, readable and useful 
to clients if charts supplemented, as in 
some cases, replaced figures. At best a 
financial report is rather dry reading, 
and only a man with a particular training 
and temperament can get much of an 
intellectual stimulus out of a mass of 
figures. 
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this 
point to take from Mr. James T. Anyon’s 
‘Early Days of American Accountancy ”’ 
the following comment on figures and 
accountants: 


It would not be out of order at 


“Now there are a good 
many men of figures who imagine that 
they are good accountants in practice 
today. There are also a great many good 
accountants. The former can usually 
ve recognized by the nature of their 
reports, filled with figures, accompanied 
by wonderful and voluminous exhibits 
that bewilder the layman and leave him 
Figures 
are necessary in reports, it cannot be 
denied, but the chart, at 
least, goes a long way towards keeping 


no wiser than he was before.” 


use of one 
the client interested in something that 
he knows is essential to his business. 

The business man, while reading an 
accountant’s report, is keenly aware that 
it is the crystallization of facts submitted 
by one who has had the opportunity to 
obtain an unbiased perspective of his 
business, but if he is a man to whom 
figures and their comparative values are 
not significant, or one who has not the 
time or patience to decipher them, their 
effect is lost. In such cases, the report 
fails in its object to deliver information 
to the client. The report is worthless to 
him because he cannot comprehend the 
meaning of armies of figures; he cannot 
picture the comparative values which a 
chart would clearly show. 

It was said of a very able speaker in 
Congress that it was possible for him to 
hold the attention of his listeners by 
the fact that he never gave them a lot 
of figures until he had slipped over a 
humorous incident, and then while his 
audience was laughing heartily, he would 
give them a dry assortment of facts. So 
with charts. They hold the reader’s 
attention while the information is being 
conveyed to him, but their duty is more 
than that; they convey facts, also. 
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The Downtown Community House 


Continued from page 13) 


corporated, will hold the proposed new 
building in perpetuity with the under- 
standing that it is to be forever devoted 
to community welfare work in lower 
Manhattan and that it shall be turned 
over for the free use of the Bowling 
Green Neighborhood Association for as 
long as the trustees may deem advisable. 

The building is dedicated to ‘‘the per- 
petual welfare of the men, women and 


children who live and work in lower 
Manhattan.”’ 
The Bowling Green Neighborhood 


Association is supported wholly by 
downtown business men for the purpose 
of carrying on health, recreational and 
citizenship work among residents of the 
tenement district of lower 
Manhattan, a majority of whom are 
employed in big, downtown office and 
industrial buildings. 


congested 


WorK TO BE EXTENDED 


With the added facilities of the new 
Downtown Community House and 
greatly increased operating income, it is 
planned to extend the operating field 
considerably northward on both sides of 
the downtown skyscraper district. In 
addition to the present activities, which 
are to be much intensified, the enlarged 
program will include intensive maternity 
service, nutrition and posture classes, 
training in home economics and domestic 
science and instruction in needlework, 
dressmaking and millinery. A_ fully 
equipped gymnasium is planned for the 
new building, as is also a model apart- 
ment to be used for illustrative work in 
the home economics and domestic science 
classes. In cooperation with other 
Americanization agencies, instruction in 
English, civics and other citizenship sub- 
jects will also be given. 
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Oftice 
BERLIN 

With the multiplicity of languages used 
in Europe and with the Berlin office de- 
signed to serve as the headquarters for 
accounting work anywhere in Europe, it 
is of importance that our organization 
here shall be able to cope with 
in different languages. It is interesting 
to note that, although the organization 
of this youngest L. R. B. & M. office is as 
yet of but modest size, four languages used 
more than others are spoken in the office. 
All can speak both English and German, 
and in addition French and Russian are 

spoken by one member of the staff. 
The German Treuhand Gesellschaften 
literally meaning ‘‘ True Hand Corpora- 
tions”’) which practice public accounting 
as it is understood in Germany, are reg- 
ularly incorporated companies, with paid 
in capital stock owned principally by the 
banks, but partly by the officers of the 
companies. The larger banks own such 
companies entirely, while other compa- 


business 


nies may be owned by a combination of 
banks. There are a few ‘‘independent”’ 
companies in the large cities and in some 
country districts which do a very small 
business, and furnish little more than an 
average livelihood for their owners. 
[hese Treuhand are really trust com- 
panies; they control the records of mer- 
chandise collateral for loans, do account- 
ing and auditing work, and, in cases 
where the records in connection with an 
estate become too voluminous for a bank, 
actually take over the administration of 
the estate. In some cases, a large bank, 
will have two such Treuhand, one “fuer 
Waren” (for merchandise) and one “fuer 
Revision.” The last named is the audit- 
ing and accounting company, while the 
first named is the one which controls the 
records of merchandise collateral. Such 
control is through daily reports of ma- 
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Notes 


terial and merchandise moments by the 
pledgers of the collateral to the bank for 
which the Treuhand acts. The Treu- 
hand sees to it that there is always avail- 
sufficient collateral the value 
called for by the trust agreement; it may 
make physical check at any time. These 
Treuhand are sources of income to the 
banks and, as may be expected, borrow- 


able to 


ers don’t have to examine classified tel- 
ephone directories to see what public ac 
countants are available for auditing or 
accounting work. 

That the organization at the Berlin 
office has been kept *‘on the jump ’’ will be 
evident from the following synopsis of 
While 


one member of the organization was pre- 


some of our recent movements. 


paring to meet the English manager of an 
American firm in Italy, a cable arrived 
from our Philadelphia office for the res- 
ident partner to meet the representative 
of an American firm in Warsaw, Poland. 
While Mr. Staub was in Warsaw, our 
New York office cabled an engagement 
in Buda-Pesth, to which point an advance 
guard sent, followed two days 
later by the vanguard and general staff. 


was 


About the same time letters were received 
from a client of our Washington office, set- 
ting forth that he wanted certain special 
work done. A cable from Chicago asked 
for advice as to a situation in one of the 
smaller cities in Germany; unfortunately 
neither the code name of the Chicago 
client nor of the German party were reg- 
istered thus entailing some unavoidable 
delay. This shows the importance of 
small matters like cable addresses. 

Of course! Of course! All our Amer- 
ican clients want “cable reply”! They 
might be a bit more patient if they saw 
the books kept in “hen scratches’’—that 
is, in Polish, in Russian, in Magyar, etc. 
However, the Berlin office is here to serve 
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our clients, and we shall do our utmost to 
meet every demand, no matter how stren- 
uous. 

One of the largest of the American ap- 
praisal companies had its London rep- 
resentative come to Berlin recently to 
look over the prospects for opening a Ber- 
lin office. We had a visit from this repre- 
sentative and were glad to give him the 
benefit of our own observations since 
coming to Berlin and meeting numerous 
business and financial men here. 

Companies in Germany are strong on 
“direction ”’ Having 
managers with a 
separate private waiting room along- 
side each office) is quite usual with large 
‘“Portiers”” in 
uniform are absolutely as important as 
the furniture. 
and definite prearranged meetings are 


(management). 


lots of sometimes 


companies and banks. 


Letters of introduction 


necessary. If somebody burst into a 
bank director’s private office without 
running the gauntlet of portiers and in- 
formation clerks in proper style and with- 
out having spent at least a little time in 
the cooler (private waiting room) there 
would be a court-martial the same day 
This is all 


part of the system of*‘ Shrecklichkeit”’ 


and a shooting at sunrise. 


designed to duly impress the visitor. 
And then again, it may be that after 
you've described your visit to “‘a big 
gun,’ you may discover when taking 
tea with a friend later that you didn’t 
see him after all, but that his ‘‘secretary”’ 
had palmed himself off on you, and had 
“acted the part” of the boss quite well. 
One of the February Bulletins of the 
N. A. C. A. announced that Mr. E. E. 
Staub, resident partner at our Berlin, 
Germany, Office at 50-51 Unter den Lin- 
den, has accepted the appointment of 
European representative of the National 
Association of Cost Accountants. 
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BOSTON 


The Boston office has shown its usual 
success in intellectualities by having four 
of its young men pass the Massachusetts 
C. P. A. examinations: 

F. H. Pike, H. N. Smith, 
N. C. Tisdel, A. S. Hunter. 

The office has been sadly handicapped 
by the unfortunate illness of E. E. Wake- 
field and E. G. Boutelle, who have been 
absent for weeks with particularly ob- 


noxious attacks of influenza. Their 
absence at this season cause their 
assistants a double sorrow—for the 


patients and for themselves. We expect 
to see them coming back languidly 
about the first or the middle of March. 

The Boston office will move, about 
May first, to the new Chamber of Com- 
merce building, which has just been 


finished and is undoubtedly one of 
the very best looking buildings in 
Boston. The firm’s offices will be on the 


12th floor, which is immediately below 
the quarters occupied by the Chamber. 
This building was selected because the 
lay-out of the offices was much the best 
that could be found. Incidentally, there 
is a wonderful view of the beautiful 
Boston harbor and Massachusetts Bay 
beyond. 

Mr. Donald P. Perry, formerly con- 
nected with the Boston office, rejoined 
our staff on February first. We are all 
very glad to welcome Mr. Perry home. 

On February 10th Mr. Lybrand enter- 
tained Mr. Keller at a small dinner to 
celebrate the latter’s tenth year with the 
firm. 

Mr. Keller contributes the following 
notes on his trip to England and Scot- 
land: 

“T had intended to write several 
interesting and amusing articles on my 
recent trip to England, but Mr. Klink, 
like a true Westerner, got in ahead of 
me and has cramped my style. 














‘A large percentage of the pleasure 
in going away is the discomfort you 
cause your friends by telling them 
about it so [ will turn paragrapher. 

“T won a tennis tournament at Strat- 
ford-on-Avon, just midway between 
Shakespeare's last home and where he 
The surroundings 
much more inspiring than was the tennis, 


even mine! 


lies buried. were 


“Stratford is a peculiar town in that 
it is visited by most whirling Americans, 
but practically none of them ever spends 
the night, thereby missing the nicest 
little town that I know in England. 

“Mrs. Keller and I arrived at Dunster, 
in Somerset, one rainy evening, after 
an entrancing ride over the Exmoor, our 
interest being greatly heightened by the 
fact that 


our motor was gradually 
disintegrating. By the time we limped 
up to the Luttrell Arms (fourteenth 


century) we had but two gears left out 


of four! No automobile, by the way, 
is considered to be seasoned and properly 
fit to run in England until it is at least 
nine years old. 

“We went to Scotland to visit some 
friends and shoot. The first day they 
drove us across from the east coast to 
the west, nearly up to Lochinvar and 
back again, some of the 
famous deer ‘forests’ whereon, by the 
way, grows not a My host re- 
marked that Scotland was a 
simpler job than going from Boston to 
San Francisco. 


showing us 


tree. 


crossing 


We did no shooting a 
it rained furiously all the rest of the 
time. English rain is a joke—Scottish 
rain is a tragedy. 

““T back the hedgerows of Devon and 
Cornwall in May to have more flowers 
to the square inch, particularly bluebells, 
than any other part of the world, par- 
ticularly California. (This is 
get even with Mr. Klink. 


where I 
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* At Plymouth they have reestablished 
on the Hoe a bowling green as nearly on 
the spot where Drake was playing the 
day that the Armada hove in sight as is 
possible. After looking over the aged 
and massive men who were bowling | 
that none of 
Frobisher, Hawkins or Drake! 

“We a place a few 
miles from Penzance called Mouse Hole. 
We drove up to the bobby in Newlyn 


and only by spelling it out did we finally 


decided them looked like 


wanted to see 


get him to understand what we meant 
[t isn’t pronounced as it ought to be, but 
as ‘Mouzzle,’ which is going some even 
for an Englishman. 

“Tt is interesting to note that on the 
southern coast of England the palms 
stay out in the open all winter, in fact, 
it has become almost an indigenous tree. 

“At Carclew, near Falmouth, we saw 
what must be one of the largest rhodo- 
dendrons in the north—it 


was about 
through a f 


three feet 
ground. 


foot from the 
We were in this magnificent 
estate at the height of the rhododendron 
season and the effect was gorgeous and 
impressive beyond even my powers of 
description. 

“The west coast of Devon and Corn- 
wall and the Bristol Channel coast are 
more rugged than sections of 
seafront that | the United 
States. You really would have to go to 
Alaska to beat it. The cliffs for miles 
are often sheer for 300 to 500 feet. At 
Tintagel we saw King Arthur’s castle. 
It is very thrilling to see King Arthur’s 
castle, particularly as it was not his. 
I was struck by the fact that the old 
walls that are left standing were so 
thin that one of his good old husky 
knights ought to have been able to 
poke a hole through them anywhere— 
but nobody could have excelled the 
location for gloomy and wild attrac- 
tiveness. ”’ 


similar 
know in 
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CHICAGO 

{mong the notables whose names ap- 
peared on our visitor’s register during the 
past few weeks were Mr. E. Elmer Staub 
and Mr. Sheldrick, formerly Mr. Staub’s 
assistant at the Hudson Motor Company 
but, we presume, at this writing his suc- 
We were glad to see Mr. Staub 
during his last few days of private work 
before returning to L. R. B. & M. 

* * * 


cessor. 


Looking through back numbers of the 
JoURNAL for inspirations, we note that 
attention was called to the matrimonial 
Messrs. Hoffman and Nicklaus. 
The race is finished and so are the con- 


race of 
testants. Both all important events were 
consummated without a surface ripple. 
Hoffman spent his honeymoon at Rock- 
ford where we had an opportunity to 
meet his charming wife. We had noted 
a big improvement in Hoffman’s disposi- 
tion and now know the reason for it. 
Mr. Nicklaus has been out of sight for 
so long that we've had no opportunity for 
any scientific observations on his case. 
We are sorry to have lost him to the 
bond business during the early part of 
January. 

i & 
the financial life of 
Chicago is broadening more and more. 
We've just added four more windows on 
the La Salle Street side of the building to 
A forward-looking building 
manager who watched us when we moved 
in last June had thoughtfully reserved a 
lot of additional space adjoining that we 
had leased. He has more confidence in 
our future, for there’s still a little room 
left on our south. 


Our outlook on 


our offices. 


NEW YORK 


Col. Montgomery has for some time 
been a collector of old text books and 
account books pertaining to the profes- 
sion. The most recent one which he has 


placed in the Montgomery Collection at 
the Business School Library of Columbia 
University is a large, hand ruled folio, 
manuscript volume showing the gross and 
net produce of the British Customs an- 
nually from Christmas, 1710, together 
with details of payments from 1679. 
* * * 

We note in an announcement by The 
American Mining Congress that copies 
of the proceedings of its conference on 
mine taxation held at Sacramento, Calif., 
last autumn are ready for distribution 
March 2. Included in these proceedings 
is Mr. W. A. Staub’s paper on reorgani- 
zations of mining companies under the 
Act of 1924 which it says 
“covers this subject in more detail than 
will be found in any other publication.” 

* * x 

On February 24th Mr. W. A. Staub 
gave a talk on “Business and Finance” 
to the executive staff and department 
heads of the Philadelphia works of the 
General Electric Co. This was one of a 
series of eight talks which are being given 
at semi-monthly intervals. The request 
for Mr. Staub’s address was an especial 
compliment as he was the only “out- 
sider”’ in the list of speakers in the course, 
all the other speakers being from the 
General Electric organization. 

* * * 


Revenue 


At the Eastern Regional Conference 
of the National Association of Cost 
Accountants held at the Hotel Commo- 
dore February 20 and 21, we noticed two 
old L. R. B. & M. men, C. A. Williams, 
Comptroller American Safety Razor 
Corp., and A. F. Stock, Comptroller 
Manhattan Shirt Co., engaged in active 
discussion of cost problems. 

kK * 
Recommendations 

At the close of some special prelim- 

inary tax work for one of our clients, 














Mr. Haynes, 
BD. -<. 
which we take the following quotation: 


Manager of our Washing 


ton Office, received a letter from 


Mr. Bischoff will be present with me at the 


February 12th, 13th, and 14th conferences 
before the unit. He has done excellent work 
on this case and deserves much credit for the 
results thus far achieved 


PHILADELPHIA 


the March issue of 
{ccountancy, Mr. T. Edward 
letter to the editor relating to 
“Early Days of American Accountancy,”’ 
a series of articles now running in that 
magazine. 


We 


Journal of 


The 


note in 


Ross’ 


It is interesting to read of 
Mr. Ross’ recollections of Mr. Lawrence 
E. Brown and Mr. John W. Francis, who 
with Mr. John Heins were representative 
accountants practicing in Philadelphia in 
1886. 
SAN FRANCISCO 

Mr. Keast of this office is serving on 
the membership committee of the San 
Francisco Chamber of Commerce and as 
major in the community-chest drive 

* & © 

Mr. Robert Buchanan’s article dealing 
with distributions of mining companies 
under the Revenue Act of 1924 is to be 
found in the recently published proceed- 
ings of The American Mining Congress’ 
mine 
Sacramento, Calif. 


held at 
In the Association's 
announcement of this publication ap- 
pears the statement that Mr. Buchanan’s 
article ‘can be used as an authoritative 


conference on taxation 


guide in the matter of corporate distribu- 
tions.” 


SEATTLE 
The Washington Society of Certified 
Public Accountants, at its last meeting, 
unanimously approved the draft of a 
new C. P. A. law for the state, upon 
which a committee of the Society has 


FOURN 





is 





A 


The 
bill is to be presented to the legislature 
ata special session to be called by the 


been working for several months. 


Governor in November. The draft pro- 
that candi- 


dates for the certificate shall have an 


vides, among other things, 


education equivalent to that required 
for admission to the University of 
Washington; that men not now certified 
may, under certain conditions, 
themselves ‘‘public accountants”; and 
that tirms, all of whose members are 
certified public accountants of some 
state, territory or the District of Colum- 
bia, may practice as certified public 
accountants of the State of Washington, 
provided the resident partner or mana- 
ger isa C. P. A. of this state. 

In appreciation of his work on the 
audit of the Seattle Chamber of Com- 
merce for the year 1924, and in recog- 
nition of his musical attainments, the 
Board of Trustees presented Mr. Mac- 
Lennan of this office with a membership 
in the Chamber for the year 1925. Mac 
is now a strong booster for the work of 
the Chamber, and an enthusiastic mem- 
ber of the Chamber Chorus. 


style 


Use of the Telephone in Business 
Continued from page 15. 

phone delay. He found that the trunk lines 
leading into the building were themselves so 
crowded that the central operator often had to 
report the corporation number “busy.’’ More 
trunk lines were installed as a result of the 
investigation, for one thing. 


The 


which 


success of the reorganization 
put into effect 
gathered from the following: 


was may be 


From the moment you establish telephonic 
connection with that firm, in other words, you 
receive courtesy, service, and personal considera- 
tion. Mr. Green, who originally sponsored the 
innovation, feels it has brought in and held 
thousands of dollars of business that formerly 
was sunk without trace. For he has learned, 
through long experience, that the personal ele- 
ment is more and more becoming the most 
important single element in business building. 




















the offices 
might be effectively formulated into a 
Such 
suggestions could be based upon per- 


Suggestions from all of 


set of rules for future guidance. 


sonal experience as well as the matter 
contained in the volume which is being 
sent to you. 


The Federal Income Tax, Etc. 
(Continued from page 12.) 

For the year 1922 
years taxpayers using 


and subsequent 
the installment 
basis were permitted to change to the 
accrual basis provided all of the install- 
ments due at the beginning of the year 
of change were set up as gross taxable 
income of that year, to which, of course, 
added the for that year. 
There were many hard battles on this 
installment sales question during the 
high tax years; many are, in fact, being 
sull waged. The Treasury Department 
has shown a disposition to deny the 
benefit of the installment 
wherever the initial payment exceeded 


07 
Lo /4 


were sales 


sales basis 
of the gross contract price and 
where the full price was paid within one 
or two years. 
individuals, 


Isolated sales made by 
such as the sale of a lot on 
time payments, may be reported on the 
installment basis. 


AFFILIATED CORPORATIONS 

The aw states that where the capital 
stock of two or more corporations is 
controlled or owned by the same stock- 
holders in substantially the same pro- 
portion, or where one corporation owns 
substantially all the stock of another 
corporation, affiliated returns may be 
filed. Corporations had the right of 
election to file either affiliated or indiv- 
idual returns for the year 1922, and they 
are bound by the election then exercised 
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unless permission to change is secured 
from the Internal 
Revenue. The advantages or disad- 


Commissioner of 


vantages of affiliation are not so marked 
now as they were during the high tax 
years, the 
profits of one corporation may be offset 
against the losses of another and inter- 
company profits may be eliminated. 


nevertheless by affiliation 


CONCLUSION 

This is a somewhat fragmentary pre- 
sentation of a very wide and detailed 
subject. I have attempted to touch on 
only the most important and outstand- 
ing features. In summing up I deplore 
the fact that so little reliance is placed 
on records and accounts by those who 
interpret and administer our laws. This 
is a condition which, in my opinion, 
business men, bankers and accountants 
of a generation that has now practically 
passed away have brought upon us. In 
the developments of big industry and the 
transportation systems of this nation, 
accounts were at times prostituted and 
misused in the attempt to induce capital 
to invest in enterprises which, in some 
instances, unsafe and 
The accountant ought to deal 
with facts, and accounts are a record of 
facts. It is not surprising that when the 
accountant usurped the function of the 
publicity man and the accounts were 
perverted for use in the lying prospectus 
public confidence in the accuracy and 
reliability of accounts and accountants 
became a little shaky. 

With the class of men that are now 
coming into accountancy the time is not 
far distant—to a considerable extent it 
is already here—when taxpayers,through 
their accountants, will be able to secure, 
with the Treasury Department, agree- 
ments on questions of fact, leaving only 
questions of interpretation and law to 
be settled by negotiation or arbitration. 


were unsound, 


dishonest. 


A Man Looking Over His Income Tax Blank 


By GLvUyAs WILLIAMS 


4 ad 


> od 
G US 
ey, 


INISHES PAPER , YAWNS, AND 
NONDERS WHAT BULKY ENVELOPE 
N HIS POCKET IS 


a a 
COMES TO COLUMN ABOUT EARNED 
INCOMES AND MUTTERS HE 
DOESN'T SEEM TO GET THE SENSE 
OP THAT 


as “<¢ 


WONDERS WHY JUST WHEN HE'S 
GOT SO HE CAN PILL OUT THESE 


BLANKS THEY CHANGE THEM. READS 


INSTRUCTION SHEET THROUGH 


= 
PINDS {17'S THE INCOME TAX BLANK 
WHICH HE'S BEEN CARRYING ROUND 
EVER SINCE IT CAME. MIGHT AS WELL 
LOOK IT OVER 


READS DOWN TO ITEM 18 - SEEMS 

TO BE JUST THE SAME AS OTHER 

YEARS’ - WONT HAVE MUCH TRO 
WITH THIS 


ie. a - 
SPENDS HALF AN HOUR TRYING TO. 
FIGURE OUT WHAT 25% CREDIT OP 
TEM 23 NOT TO EXCEED 25% oF 
TEMS 41,42, AND 43 MEANS 


GIVES IT UP JUST AS HiS EYE 
ON SURTAX COLUMN. FINDS 1 
BEEN CHANGED Td0, CANT M 
HEAD OR TAIL OF IT 


DECIDES HELL PILL THIS OUT 
MORROW, AND STUPFS‘YT BAS 
IN POCKET WHERE IT STAYS U 
3.30 PM., MARCH 15 


RECT RETURNS AND HOPES UN- 
EASILY THAT NOBODY WILL DRAG 
OUT HIS 1922 RETURN 
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